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'NORTHWESTERN 


MUTU/L  LIFE  INSURANCE  CO. 


AND  ITS 


OFFICIAL  EXAMINATION. 


Milwaukee,  September  1,  1877. 
Hon.  H.  L.  Palmer,  President. 

Sir  : — In  the  long  and  disastrous  depression 
of  commercial  and  industrial  interests,  with  its  in¬ 
evitable  entailment  of  financial  embarassment  and 
loss,  and  its  wide-spread  depreciation  of  equity  and 
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cash  values  so  seriously  affecting  every  section  of 
the  country,  it  was  not  to  be  expected  that  the  bus¬ 
iness  of  life  insurance  would  escape  the  trying 
ordeal. 

The  very  magnitude  of  its  interests,  the  varied 
character  of  its  trusts,  and  their  vital  relation  to 
the  peace  and  prosperity  of  millions  of  people,  to 
say  nothing  of  the  many  unfortunate  breaches  of 
good  faith  and  integrity  in  their  observance,  have 
necessarily  involved  its  management  {’pi  more  or 
or  less  of  public  criticism  and  distrust.  But,  for¬ 
tunately,  the  latter  contingency  has  prompted 
greater  vigilance  and  more  economic  methods  of 
administration,  while  the  standards  of  solvency 
and  safety  have  been  subjected  to  a  censorship  in 
all  respects  more  thorough,  exacting  and  circum¬ 
stantial.  Irrespective  of  existing  financial  emer¬ 
gencies,  however,  the  sifting  processes  of  this  regime 
are  as  justly  and  properly  applicable  to  the  strong 
and  solvent,  as  to  the  weak  and  worthless.  And 
besides,  most  of  the  life  insurance  companies 
throughout  the  country  have  been  already  brought 
to  its  tests,  and  within  a  few  months  at  farthest 
the  remainder  will  have  passed  examination. 
Hence,  the  official  examination  of  the  Northwest¬ 
ern  Mutual  Life  Insurance  Company,  initiated 
by  the  Insurance  Department  of  Maryland,  and 
participated  in,  on  invitation  of  the  managers  of 
the  Company,  by  those  of  Wisconsin,  Massachu- 
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•setts,  Illinois  and  New  York,  may  be  as  welcome 
and  reassuring  to  its  members  and  policy  holders, 
as  it  is  satisfactory  to  those  immediately  engaged 
in  eliminating  the  results  communicated  in  this 
report. 

The  character  and  extent  of  the  Company’s 
large  volume  of  business,  the  nature  and  condition 
of  its  investments  and  other  important  trusts,  in¬ 
volving  direct  fiscal  relations  with  the  people  of 
more  than ,  half  the  states  of  the  Union,  the  nota¬ 
ble  fact  that  its  affairs  have  never  till  now  been 
officially  investigated  by  any  insurance  depart¬ 
ment  or  state  authority,  together  with  the  unsettled 
condition  of  life  insurance  and  the  prevailing 
distrust  in  its  security  as  a  great  public  resource 
and  benefaction,  were  -among  the  very  potent 
reasons  for  this  examination.  To  its  managers, 
who  have  sought  and  desired  the  most  searching 
investigation,  many  thanks  are  due  for  the  prompt¬ 
ness  and  courtesy  with  which  they  have  contribu¬ 
ted  every  needed  facility  for  its  successful  accom¬ 
plishment. 

The  assets  admitted  and  the  liabilities  computed 
by  us,  the  latter  including  the  Company’s  pre¬ 
mium  reserve,  have  been  made  up  to  July  1st  of 
the  present  year,  .and  will  be  found  in  sufficient 
detail  in  the  following  statement : 
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ASSETS. 


Real  Estate,  Company 7 s  office . 

u  11  Special . 

Loans  on  Bonds  and  Mortgages . 

Premium  Notes  . . 

United  States  and  other  Bonds  owned 

(market  value) . 

Interest  accrued  on  Bonds  and  Mort¬ 
gages . ...$279,177  93 

Interest  due  and  unpaid  on  Bonds 

and  Mortgages .  222,511  05 

Interest  due  and  accrued  on  Premium 

Notes .  141,500  92 


Bills  Receivable . 

Deferred  Premiums .  214,945  56 

New  u  .  29,977  66 

Renewal  “  .  214,866  66 


Cash  in  Office 
“  “  Bank. 


2,759  00 
627,208  65 


Ledger  Accounts . $2,552  89 

Agents7  Debits .  29,936  41 


Deduct  Company7s  Debits  8,271  21 
u  Remittances  Acc7t  9,792  45 


32,489  30 
18,063  66 


Furniture  and  Fixtures .  8,325  99 

Accrued  Rents .  537  49 


$250,000  00’ 
490,683  00 
11,546,404  52 
3,536,965  94 

810,420  00 


643,189  90 
17,813  94 


459,789  88 


629,967  65 


14,425  64 


8,863  48 


Total  Assets 


$18,408,523  95 


LIABILITIES. 


Death  Claims  adjusted  and  unpaid .  $188,347  98 

Matured  Endowments .  14,800  00 

Accrued  Commissions .  861  36 

Premiums  paid  in  advance . .  13,531  99 

Reserve  on  policies  entitled  to  paid-up  Insurance  7,448  00 

Reserve,  Actuaries7  \% .  15,296,249  00 


Total  Liabilities . $15,521,238  33 

Surplus,  as  regards  policy  holders  . .  2,887,285  62 


Loans,  Bonds,  Real  Estate,  etc. 

The  investments  of  the  Company  in  loans  on 
mortgages  on  real  estate  amount  to  $11, 546, 404.52,, 
being  nearly  two-thirds  of  its  total  assets.  The 
examination  of  this  item  develops  the  most  vigi¬ 
lant  care  and  faithfulness  in  determining  the  va¬ 
lidity  of  titles  and  the  certainty  of  first  liens  on 
the  property,  as  preliminary  to  the  placing  of 
loans.  The  margin  of  security  appears  in  every 
instance  to  have  been  largely  in  excess  of  that 
required  by  the  insurance  laws  of  the  different 
states,  being  in  the  aggregate  nearly  four  times 
greater  than  the  whole  amount  thus  loaned. 

But  in  view  of  the  present  depreciated  value  of 
real  estate,  and  the  existing  distrust  in  the  solvency 
of  life  insurance  companies,  the  Examining 
Commission  have  caused  a  re-valuation  of  all  the 
real  estate  on  which  the  Company  has  placed  its 
loans.  This  re-valuation  has  been  made  entirely 
independent  of  the  Company  or  its  managers,  by 
competent  and  experienced  appraisers  appointed 
by  the  Commission  in  each  of  the  seventeen  states' 
in  which  the  loans  are  distributed.  Under  this  new 
appraisement  the  value  of  the  property  except  in 
very  rare  cases,  is  found  to  be  double  or  more  than 
double  the  amount  of  loans  thereon,  the  gross 
being  $34,254,405.00,  or  very  nearly  three  times  the 
amount  of  such  loans. 

An  examination  of  the  Company’s  books  discloses 
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the  fact  that,  as  a  rule,  the  interest  on  these  loans 
has  been  paid  with  great  promptness,  and  that  in 
cases  of  default  the  mortgage  has  gone  to  foreclo¬ 
sure.  The  accurred  interest  accounts  in  this  and 
other  departments  have  been  carefully  computed, 
and  the  results  appear  in  the  statement  of  assets. 

The  bonds  owned  by  the  Company  haye  been 
examined  and  yerified  at  market  rates  as  of  July 
1,  1877.  These  amount  in  all  to  $810,420.00. 

The  Company’s  real  estate  is  the  building  and 
land  which  it  occupies  in  the  city  of  Milwaukee. 
This  has  been  valued  by  the  Commission  upon  the 
the  best  information  accessible  at  the  sum  of  $250,- 
000,  the  same  value  as  tixecl  by  the  Company,  which 
is  nearly  $75,000  less  than  its  original  cost. 

An  item  of  “  Special  Real  Estate ”  purchased 
under  foreclosure  has  been  valued  by  the  Commis¬ 
sion  in  the  same  manner,  and  by  the  same  parties 
who  appraised  the  real  estate  mortgaged  to  the 
Company.  The  valuation  of  this  class  of  property 
amounts  to  $490,683.00. 

Premium  Notes,  Outstanding  and  Deferred  Pre¬ 
miums,  etc. 

It  will  be  seen  that  the  premium  notes  now  held 
by  the  Company  amounting  to  $3,536,965.94  con¬ 
stitute  about  one-fifth  of  its  entire  assets.  Prior  to 
1872,  the  Company  accepted  somewhat  more  than 
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one-third  of  its  premiums  in  that  class  of  securities. 
These  notes  have  been  personally  examined  and 
verified,  and  have  been  found  in  every  instance  to 
appertain  to  policies  actually  in  force,  and  are 
therefore  a  secure  and  valid  asset  both  as  against 
the  policies  themselves  and  their  computed  pre¬ 
mium  reserves. 

In  this  connection  the  Company’s  loans  on  poli¬ 
cies  in  force  have  been  invariably  found  to  cover 
only  a  limited  portion  of  the  reserve  in  each  case, 
and  are  therefore  equally  secure. 

It  is  also  found  that  all  premium  notes  with 
accrued  interest,  if  any,  thereon,  are  deducted  from 
policy  claims  when  the  latter  become  payable,  such 
usage  being  of  itself  an  additional  guaranty  of  the 
represented  value  of  the  notes,  as  also  of  the  obser¬ 
vance  of  good  faith  towards  all  the  members  of  the 
Company. 

The  outstanding  and  deferred  premium  accounts 
have  been  examined,  item  by  item,,  and  their  cor¬ 
rectness  fully  verified.  It  is  proper  to  add  that  no 
instance  appears  in  which  the  reserve  on  any  policy 
is  not  largely  in  excess  of  the  premium  notes, 
deferred  premiums  and  accrued  interest,  when  the 
latter  occur;  nor  is  it  believed  that  the  notes  are 
in  any  case  in  excess  of  what  the  Company  computes 
as  a  fair  surrender  value. 
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Premium  Reserve,  Surplus,  Dividends,  etc. 

The  net  premium  reserve,  computed  by  the 
actuaries’  table  of  mortality  with  interest  at  four 
per  cent.,  on  policies  in  force  June  30th,  amounts  to 
$15,296,249,  or  about  six  times  the  current  yearly 
premium  income.  As  this  reserve  and  other  as¬ 
sets  of  the  Company  are  invested  at  an  annual 
average  interest  of  about  eight  per  cent.,  the  sur¬ 
plus  interest  beyond  the  $612,000  required  on  a 
four  per  cent,  reserve,  this  being  the  standard 
followed  by  the  Company,  will  probably  aggregate 
for  the  present  year  nearly  or  quite  $800,000.  On  a 
four  and  a  half  per  cent,  reserve,  the  standard  of 
Maryland,  Wisconsin,  New  York,  Pennsylvania, 
Ohio,  and  many  other  states,  the  surplus  will  be- 
measurably  increased,  showing  a  total  as  regards 
policy  holders  of  about  $1,100,000.00  more  than 
the  exacting  valuation  here  reported — a  fact  which 
.will  probably  receive  due  consideration  by  policy 
holders  resident  in  those  states. 

After  making  all  proper  allowances  for  deprecia¬ 
tion  in  values  and  excluding  every  asset  of  ques¬ 
tionable  worth,  the  Company’s  present  surplus,  as 
regards  policy  holders,  is  $2,887,285.62  over  a  four 
per  cent,  reserve ;  and  on  a  four  and  a  half  per 
cent,  reserve,  such  surplus  would  be  increased  to 
about  $3,987,285.62 — an  amount  which  very  con¬ 
clusively  exhibits  its  financial  status  and  ability. 
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Nearly  half  of  the  surplus  is  annually  set  apart 
to  be  distributed  as  return  premiums  or  dividends 
to  policy  holders.  In  consideration  of  the  many 
possible  contingencies  liable  to  occur  in  any  year, 
such  as  unusual  mortality,  unexpected  losses,  re¬ 
duction  of  income,  etc.,  the  division  of  surplus 
seems  to  have  been  as  liberal  as  prudence  and 
equity  would  warrant — the  dividends  actually  paid 
on  individual  policies  appearing  to  be  unusually 
large. 

The  number  of  policies  in  force  at  the  date 
named  was  35,959,  covering  an  aggregate  risk  of 
$66,832,062.  The  premium  reserve  on  these  poli¬ 
cies  has  been  so  carefully  computed  under  our  di¬ 
rection  by  experienced  actuaries,  not  connected 
with  the  Company,  that  there  can  be  no  question 
as  to  its  accuracy. 

As  a  matter  of  information,  it  may  be  proper  to 
state  here,  that  in  July,  1875,  this  Company  as¬ 
sumed  the  risks  of  the  Minnesota  Mutual  Life  In¬ 
surance  Company,  amounting  to  $1,400,000,  on 
some  twelve  hundred  lives.  Every  policy  holder 
included  in  this  arrangement  assented  thereto,  and 
every  policy  so  assumed  has  been  valued  as  of  age 
and  date  of  issue,  and  its  original  conditions  and 
all  rights  accruing  in  connection  therewith  have 
been  faithfully  observed. 


Incomes.  Expenditures,  etc. 

The  gross  income  of  the  Company  for  the  first 
six  months  of  the  current  year  was  $1,729,379,  the 
average  annual  amount  for  the  last  five  years  hav¬ 
ing  been  $3,914,568.  About  five-eighths  of  the 
present  income  accrues  from  premium  receipts, 
and  the  balance  from  interest  and  rents.  As 
indicating  the  character  of  the  Company’s  invest¬ 
ments  and  the  large  interest  thereon,  it  may  be 
mentioned  that  the  interest  receipts  have  been 
much  more  than  sufficient  to  pay  its  death  losses 
and  working  expenditure  for  several  years  past. 

A  little  more  than  one-tenth  of  the  annual  in¬ 
come  is  absorbed  in  the  working  expenditure  of 
the  Company.  With  the  very  moderate  compen¬ 
sation  paid  to  agents,  and  the  absolute  ownership 
by  the  Company  of  forty-one  per  cent,  of  its 
business  on  which  commissions  have  been  extin¬ 
guished,  the  cost  of  collection  is  reduced  to  a  mini¬ 
mum  ratio.  The  compensation  of  agents,  inclu¬ 
ding  traveling  expenses,  as  well  as  commissions 
and  salaries,  amounts  to  about  eight  per  cent,  of 
the  premium  receipts,  the  commissions  alone  aver¬ 
aging  but  a  fraction  over  six  and  a  half  per  cent. 
These  percentages  include  old  and  new  business. 
But  the  ratio  of  the  entire  working  expenditure  of 
the  Company  to  its  gross  income  shows  a  higher 
figure,  the  increase  accruing  largely  from  the  wide 
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distribution  of  its  loans,  judiciously  placed,  as  we 
think,  in  comparatively  small  amounts,  for  greater 
security  and  more  profitable  investment,  the  ex¬ 
penses  of  travel  and  examination  being  thereby 
greatly  enhanced. 

A  careful  examination  of  the  Company’s  books 
and  accounts,  covering  a  period  of  six  or  seven 
years,  has  shown  that  only  reasonable  salaries  are 
paid  to  its  officers  and  employes,  and  that  no 
officer  receives,  directly  or  indirectly,  any  compen¬ 
sation  whatever,  contingent  on  the  business  done, 
or  by  way  of  commission  on  surplus,  or  in  any 
other  manner  than  by  fixed  salary  established  an¬ 
nually  by  the  Board  of  Trustees. 

Conclusion. 

It  is*  due  to  the  Company  to  state  that  its  books 
and  accounts  in  every  department  of  its  business 
show  a  degree  of  accuracy  not  easily  surpassed. 
In  the  actuarial  department,  the  record  books  and 
all  details  of  account  could  not  be  more  satisfac¬ 
torily  kept.  The  system  of  accountability  and 
accuracy  throughout  finds  unqualified  approval. 
JESSE  K.  HINES, 

Insurance  Commissioner  for  Maryland. 

PETER  DOYLE,  Sec’y  of  State, 

and  ex-officio  Com.  of  Ins.  of  Wisconsin. 

S.  H.  RHODES, 

Insurance  Commissioner  of  Massachusetts 

•JOHN  F.  SMYTH, 

Superintendent  of  Insurance  of  New  York.. 

T.  B.  NEEDLES,  Aud’r  P.  A., 

and  ex-officio  Ins.  Commissioner  of  Illinois.. 


r 


UNIVERSITY  OF  ILLINOIS-URBANA 


> 


3  0112  098203935 


